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Know the Flows Sector Funds Shine Through The Fog Of Uncertainty
¢ by Cameron Brandip3

The prospectof increasedUSSinotrade tensions The growing certainty
that there will be four USinterestrate hikesthis year. Theuncertainoutlook
for energyprices

USD Seasonality In AugustBy Tony Nymanp4-5

So,what is the reality? How doesthe Dollar tend to perform during the
month and are there any G10s that seemto perform particularlywell/badly
through August?

US Sanctions To Be More Painful For Turkey Than Russia

- by Chris Shiells & Ed Blaks6-8

Thesanctionsover Brunsonis the latestflashpointin anincreasinglyfraught
relationshipbetweenthe NATQallies,and could push Turkeyfurther away
from the Westandinto the armsof Iranand Russia

China InsightPotential Relaxation Of MPA Requirements To Boost Credit

Growth - by Tim Cheung &ikiZzhangp9-10

Asper the newsreports, the structural parameterderivedfrom the formula
from Q2 onwards will be lowered to 0.5 from 1.0. This could mean
commercialbanks will have greater freedom to lend more credit going
forward.

Chart Watch China: SHASHR (Shanghai Stock Exchange A Skied)he
Current Recovery Played Outy Jimmy Leepl2

Despite a packed schedule of fitadr releasesTuesdaythe Commons
votes on (amendments to) the EU withdrawal bill and the govt could lose
one of the key votesThen what?

EU 2v10rrYield Spread Recent Basing Suggests Scope To 112/121

- by Ed Blakep13

Buyinto any nearterm dips aswe await renewedwideningtargeting 112,
perhapsl2l Stopandreverseon areturn belowthe recent94 low.

AUD/NZDc¢ Multi-Year Base Expected To Resolve Higher
¢ by Andy Dowdellp1l4
Look to buy dips for an advance to 1.1430/63. Place stop below 1.0659.

COMEX CoppeyScope For A Bounce While 267.35 Limits Dips

- by Ed Blakepl5

Buy near term dips in anticipation of a bounce towards 29375, perhaps
30270. Stop and reverse on a return below 267.35 for a downtrend
resumptionto 254.90/246.50.
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Know The FlowsSector Funds Shine Through The Fog Of Uncertainty

By Cameron Brandt, Director, Research

Theprospectof increasedUSSinotrade tensions Thegrowingcertainty
that there will be four USinterest rate hikesthis year. The uncertain
outlook for energyprices Goinginto August,there were no shortageof
cloudsover the current investmentlandscapeand this wasreflectedin
the lacklustreflows recordedby EPFRrackedfunds Of the eight major
Equity Fund groups by geography ,six recorded outflows for the week
endingAugustl. Alsohit with net redemptionswere Balanced Money
Market and Alternative Funds, while Bond Funds collectively posted
modestinflows ¢ equalto 0.04% of total assetsunder managemen- on
the backof the $2.5 billion committedto USBondFunds

YTD flows, in % of AUM terms, for major regional
Equity Fund groups
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BankLoanand ChinaEquity Fundsand a number of those dedicatedto
individual sectors were among the few fund groups that attracted
positive investor interest in late July, with the latter helped by a
generallystrong2Q18 UScorporateearningsseason

Overall,EPFRracked BondFundscollectivelytook in $2.2 billion during
the final week of Julywhile $277 million flowed out of Money Market
Funds,$423 million out of Alternative Fundsand $1.9 billion out of
EquityFunds Lookingahead,Augusthasbeena quieter month in recent
years,especiallyfor Equity Funds,astraders and investorshead off for
summer vacations Net flows for all Equity Fundswere negative in
August2012 2013 2015and 2016 In 2014 they hit a three-month low
andin 2017a 10-month low.

At the singlecountry and assetclassfund levels,ChinaEquity Fundstook
in fresh moneyfor the 17th time in the past 20 weeksand ChinaBond
Fundsfor the 14th time in the past 18 weekswhile redemptionsfrom
NetherlandsEquity Fundsjumped to a 37-week high and Brazil Equity
C dzy Buéremt outflow streak hit sevenweeksand $845 million. Flows
into BankLoanFundsclimbedto their highestlevel sincemid-June,Total
ReturnBondFundspostedonly their third inflow sincethe beginningof
May and Inflation Protected Bond Fundsrecorded consecutiveweekly
outflowsfor only the secondtime in the past13 months

The final week of July saw eight of the 11 major Sector Fund groups
tracked by EPFRecord inflows asthe 2Q18 earningsseasonnearedits
peakin the USand gatheredmomentumin Europeand Japan Overall
flows againhad a defensivetinge, with ConsumerGoods,Utilities and
Telecomsall attracting fresh money and Gold Fundsaccountingfor the
f A 2sifageaf the headlinenumber for all CommoditiesSectorFunds
But Technology Sector Funds pulled in over $800 million despite
Cl OS 0o eathihg@siumble and Real Estate Sector Fundssnappeda
two-weekrun of outflows.



https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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USD Seasonality in August?
By Tony Nyman, Head G10 FX

Theassumptionis it will be quiet givensummerholidaysimpairedtrade
in the Northern Hemisphere However, of course, thinner trade can
exacerbatemovesanddirection.

So,what is the reality? How doesthe Dollartend to perform duringthe
month and are there any G10s that seem to trade particularly
well/poorly through August?

So far, post FOMC/BOE/NFPs, the USD is losing out only-0s4tdte]PY
and up everywhere else from +0.1% CAD to 1p0%% vs NOKNZD EUR
and GBP to +1.6% SEK.

A Lastyear,the USDwasa mixed performer, down -0.3% JPYto -1.3%
NOKand -1.6% SEKwith decentsize gainsvs the -2.2% still Brexit
vote weighedGBPand-4.5%NZD

A In 2016 mixedagain USDlossesvs both -0.7% NZDand -1.4% NOK,
with gainsof +0.1%EURo +1.3%JPY+1.5%CHFE

A In 2015 anothermixed bag USDlossesof -1.8%t0 -2.2%vs SEKEUR
and JPYwith decentUSDgainsseenvs +1.8% GBP +2.7% AUDand
+3.8%NZD

A In 2014 the USDonly really lost out vs NOK(-1.4%), up elsewhere
from +1.0%CHRo +1.7%GBPand 1.9%EUR

A 2013brought mostly USDgains Downonly vs the -2.0% GBPand up
elsewherefrom +0.3% JPYthrough to +1.6% SEK strong gainsvs
the commoditybloc +2.5% CADand +3.2%NZDand +3.7%NOK

A In 2012 we sawmostly USDlossesin Aug, from -1.2% GBPto -2.2%
EUR;2.3% CHF;2.6% SEKand -4.1% NOK BiggestUSDgainsvs the
+1.7%AUD

A In 2011, the USDwas a tiny loser vs JPYand NOK and made
reasonablegainsvs +1.1% SEKand GBP +2.3% CAD,+2.5% CHFand
AUDandbestof all +2.9%NZD
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A August2010wasthe safehavenmonth, with USD/JPYiear 85.00 (!)
amid rises in spreads of sovereign CDSin some EU countries
rekindlingfearson debt problems TheUSDIost out vsthe -2.6% CHF
and -2.7% JPYand made decentgainseverywhereelse,from +1.5%
AUD throughto +2.9% EURand those easylosers+3.4% CAD +3.6%
NOKand+3.7%NZD
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A In August2009, it wasalmostthe reverse LargelyUSDlossesfrom -
0.5% EURto -1.7% for both NOKand JPYand biggestloserwasvs -
3.5%NZD Onlygainswerevs+1.5%CAD+2.5%GBP

A In August2008 the USDsweptthe boardin a bigway, up from +0.8%
JPY#4.6% NZD +5.3% NOK,+6.0% EUR #6.2% SEK+8.2% GBPand
+9.0% AUD,as USGDPdata (Q2 +2.1%then the recession!)lshowed
stimulus supported the US economy through a difficult period
(Paulson)
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A Forgood measure,In 2007, the USDlost out only againstthe -1.0%
CADand -2.5% JPY with significantgains made vs the +2.4% SEK,
+3.9%AUDand +8.0%NZD Again!

Financial intelligence°

l dzZ3dza G K X O2y (AydzSR

Back to Index Page

So, Augustcan be quiet, but we can also see sharp moves The USD
tendsto perform well andthe commoditybloctendsto sufferthe most,
particularlythe NOKandthat NZD
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US Sanctions To Be More Painful For Turkey Than Russia

By Chris Shiells, Managing Analyst EM & Ed Blake, Chief Europe FI Technical Analyst

Sanctions hammer blow for Turkey

Lastweekwe exploredhow the CBRT'policyinactionis pushingTurkey
on the path towards greater instability and potentially rapid inflation,

andwhilst this is reasonenoughfor usto remainwary of Turkishassets,
continued economic missmanagementcould see Turkey spiral into a

currencycrisisand a seriesof defaults Thetrigger for the start of such
eventscouldcomefrom the announcementastnightthat the UShad hit

Turkey with sanctionsover the continued detainment of US Pastor
Andrew Brunsonover terrorism charges Thisis the last thing Turkey's
alreadytroubledeconomyneeds

The sanctionsover Brunsonis the latest flashpointin an increasingly
fraught relationship between the NATOallies, and could push Turkey
further awayfrom the Westandinto the armsof IranandRussia

Market Reaction
In responsethe Lirahassunkover 3%vsthe USD 10-yearlocalcurrency

IGM FX & Rates Dashboard:

Russian Sanction

Back to Index Page

bondyieldshavesurged70bp andthe Borsal00Indexdropped2.85%at
the open, and we argue that there could be further pain to come for
local Turkishmarkets USD/TR¥ould easilytake out 5.1950and the 10-
yearyield could pass18.59% (asper our earlierrecommendation)f this
descendsnto atit-for-tat escalatiorof sanctions

What the costcouldbe for Turkey- the caseof Russia?

If Turkeydoes not relent on Brunson,what has becomea diplomatic
flashpointcould very well contribute to a much deepereconomiccrisis
Whatimpactcouldthis haveon TurkeyWell we do not haveto look too
far in the pastto assesshe economicimpact of sanctionswith Russia
still sufferingunder USand EUeconomicpenaltiesover the invasionof
Crimeaand military action in EasternUkraine during 2014 (March)
Unfortunately Turkey'seconomyis in no shapefor a battle with the US,
andisin muchworseshapethan Russia'®conomywasfour yearsaga
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However,unlike Russia,Turkeyruns a huge C/A deficit and so there is
evengreatervulnerabilityto areductionin foreign investmentasit relies Non-Residents' Holdings of Equity and Domestic Debt Securities (Cumulative*, Weekly, Billion $)
on capital inflows to fund the gap Thisis where the picture becomes —éauity —GoDS

evenmore negative,asthe EPFRund flows data showsthat net flows

into RussianEquity and Bond Funds turned negative ahead of the

imposition of sanctionsand continuedalongthis path for a further two

years
Turkish central bank data already shows that since February,foreign M )

6000

portfolio investors have withdrawn a net USDE.7bn from Turkish M~ ' ' ‘ ' ‘ ' T——
markets,the bulk from debt securities At the sametime the CBRT'€/A .
data showsthat the deficit has swollento US[57.2bn on a 12-month 8 8§ 8 % 3 8 3 § 8 & 8§ & 3 )

rolling basis(asof July2018), (seegraphbelow).

) TORKIYE CUMHURIYET Last observation: 27 July 2018
B MERKEZ BANKASI

Current Account and Financial Account (Net) (12-Month Rolling, Billion $)

e It ot et O et —Conent Aecount Defice Turkey has said it will retaliate againstthe USin the same way and

without delays,signallinghat Ankarawill not backdown in an escalating

dispute over the detained Americanpastor. UnlessTrump usesrhetoric

to deescalatewe are not confidentthat the TurkishPresidentwill back

down, as Erdoganseesa fight with the USas enhancinghisa 3f 20 f b
standing,at leastamid activistlslamists Much like Putinmanagedduring

the fallout from the sanctions Erdogancan deflect the blame for
Turkey'seconomicwoes away from his own policies,on to external

0 influencesyvindicatinghis rhetoric on ‘foreign enemies'trying to destroy

= the economy
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More Pain for Turkish Markets

[, TURKIVE CUMHURIYET Last observation: May 2018
@B MERKEZ BANKASI vati ¥

Becauseof this we see potential for further downsiderisksto Turkish
markets,andfocusingon USD/TRYexpectthat the pair couldextendthe

Factoringin market lossesand the deteriorating exchangerate, non- upsideto 5.1954in the nearterm (seethe followingtechnicalchart).

residents' ownership of Turkish equities, government bonds and

corporatedebt hasplummeted(seethe following CRBTGraphic) Cont page8
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A Extends recent gains from 4.7368 (23 July higher low) to probe the top of a shalik@wnth rising channel.
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A New record highs have been established over 5.0000 and strengtheningtimeltiame studies suggest a rally extension movingéod.

A Initial resistance is pegged at 5.0527 (.5 projection of 3.7163/4.9253 from 4.4482), beyond which opens 5.1954 (.618 frofecti4482).
A Only a failure to hold over 5.0000 and/or a return below 4.8420 (27 July low) would caution and leave 4.7368 vulnerablesb a
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China Insight: Potential Relaxation Of MPA Requirements To Boost Credit Growth

By Tim Cheung, Head of China & Riki Zhang EM Analyst

PBOC has informed some commercialbanks of a relaxation of MPA
(Macro Prudential Assessment)requirements for Q2 assessment,
accordingo recentreports.

The MPA has been imposed on commercial banks since 2016 The
central bank limits activities of commercial banks using a formula
involving seven criteria. capital adequacy,leverage/gearing,liquidity,
pricing behaviour assetquality, crossthe-border financing,and credit
execution As per the news reports, the structural parameter derived
from the formula from Q2 onwardswill be loweredto 0.5 from 1.0. This
could mean commercialbankswill have greater freedomto lend more
creditgoingforward.

Needlesslyto say, the major motive behind the reported MPA

requirementsrelaxation is to boost credit growth. Assumethis really

happenswe expect

1 Shadowactivities will likely face less pressure, benefiting local
governmentinfrastructureand propertythe most

1 Bankswith relatively large shadow activities will likely feel less
pressured

Chart1 suggestghat the major banksin Chinahave seena substantial
declineof their creditgrowth sinceMPAwasimplementedin 2016

SinceQl 2017, off-balancesheetwealth managemeniproducts(WMPSs)
have been includedin the calculationof broad credit supply We find
that a reduction of the structural parameter derived from the MPA
formula to 0.5 will resultin a CN¥1.9tn extraiincreasein the newly-
created broad credit supply on top of the initially estimated one of
CN¥3.4tn (chart2).
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Chart 1
China's major banks have seen substantial decline of their
credit growth since MPA was implemented in 2016

35%
30%
25%
20

15
S NN TEAEFIER
[ |

5%
-10%
¥

A - T P R R
\"é' (‘e&@ﬁe"‘pd@v & d\‘{’ @90 &@ e"& ~$§ &

n o=
E

m FY17 actual broad credit growth m FYL16 actual broad credit growth

Data source: Goldman Sachs

Chart 2
newly-created broad credit supply (including WMPs)
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Oncebanksbecomelessrestrictedfrom creatingloanson a reduction of
the structuralparameterderivedfrom the MPAformulato 0.5, the credit
marketdefinitelywill turn more active

Chart3 showsonshorebond issuancein Chinahasbeen shrinkingsince
Q2, negativelyimpactingthoseentitieswhichneedsdebt financing

Chart 3
China onshore credit bond issuance has been declining since Q2 2018
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The following pages are dedicated to Technical Analysis.

L D agvBalteam of Technicanalystsconstantlylook for interesting
patternsin prevailingprice action of a broad rangeof currencypairs,
fixedincomeand commodityproducts

We will highlightthe mostcompellingon thesepages

For information on the full spectrum covered, please contact your
AccountManager
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